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US OECD 

E. O. 11652: N/A 

TAGS: ECON, JA, OECD 

SUBJECT: EDRC REVIEW OF JAPAN 

REF: PARIS 18851 

1 . SUMMARY: EMBASSY BELIEVES THE DRAFT OECD REVIEW OF 
JAPAN, AS SUMMARIZED IN PARIS 18851, PROVIDES A CONSTRUC- 
TIVE ASSESSMENT OF RECENT DEVELOPMENTS IN THE JAPANESE 
ECONOMY. SUSTAINABILITY OF CURRENT REVIVAL IN DOMESTIC 
FINAL DEMAND AND TIMING OF TURNAROUND IN CURRENT ACCOUNT 
BAANCE REMAIN THE $64 DOLLAR QUESTIONS. END SUMMARY. 

2. THE WATCHFUL, GUARDED OPTIMISM OF THE OECD ABOUT THE 
NEAR TERM PROSPECTS FOR THE JAPANESE ECONOMY, BASED ON THE 
FAVORABLE DEVELOPMENT OF RECENT MONTHS, REFLECTS OUR OVER 
ALL VIEW OF GROWTH PROSPECTS. THE AREAS THAT APPEAR TO 
WARRANT CLOSEST SCRUTINY ARE: 

A. CONSUMPTION. IT SHOULD BE POSSIBLE FOR CONSUMPTION TO 
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EXPAND AT A RATE CLOSE TO THE RATE OF GROWTH IN THE AGGRE- 
GATE ECONOMY WITH ONLY A SMALL DECLINE IN THE SAVINGS RATE. 
IT WOULD BE USEFUL TO PROBE THE LIKELY DEVELOPMENT OF 
DISPOSABLE INCOMES GIVEN THE LIKELIHOOD THAT REAL HOURLY 
WAGE RATES WILL GROW AT ABOUT THE SAME RATE IN 1978 THAT 
THEY DID IN 1977. 
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B. GOVERNMENT INVESTMENT. CONTRACTING FOR GOVERNMENT 
PUBLIC WORKS IS FRONTLOADED FOR MAXIMUM EARLY IMPACT. IT 
WOULD BE USEFUL TO EXAMINE THE RELATION BETWEEN CONTRACTING 
AND TIMING OF SPENDING RESULTS IN THE GNP ACCOUNTS. 

3. QUANTITATIVE BALANCE OF PAYMENTS PROSPECTS DESERVE 
CAREFUL SCRUTINY. MACRO POLICIES AND TRENDS AT HOME AS 
WELL AS DEVELOPMENTS ABROAD ALL SUGGEST A GRADUALLY 
DECLINING SURPLUS BUT EVIDENCE TO THIS EFFECT HAS BEEN 
SLOW TO APPEAR. THE STRONG TERMS OF TRADE GAINS BY JAPAN 
IN THE LAST YEAR SUGGEST THAT JAPAN HAS BEEN ABLE BOTH TO 
PUSH THRU HIGHER DOLLAR PRICES OF ITS EXPORTS AND HAS 
BENEFITED FROM WEAK INTERNATIONAL PRICES OF ITS IMPORTS. 

TRADE VOLUMES APPEAR TO BE MOVING IN THE DESIRED DIREC- 
TIONS BUT IT IS STILL NOT CLEAR WHAT PORTION OF RECENT 
PRICE DEVELOPMENTS IS TRANSITORY AND WHAT PORTION WILL 
PROVE ENDURING. 
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